Nutzungsbedingungen
Introduction
This paper looks at barriers to trade and the level of integration between the EU and Central Eastern European Countries (CEECs). More specifically we analyse the issue of border effects in the enlarged EU. The objective is to examine whether technical barriers to trade influences border effects and to estimate the magnitude of the border effects in CEECs trade with the EU.
Evidence of border effects in the exchanges of Central and Eastern European Countries is still an undeveloped issue in the literature. Only Sousa and Disdier (2002) have assessed the effect of legal framework on bilateral trade flows of Hungary, Romania and Slovenia with EU and CEFTA countries using the 'border effects' approach. Referring to the period 1995-1998 they find more significant border effects towards CEFTA countries than towards EU countries. In this chapter we consider accession countries of different size and other characteristics, i.e. Hungary, Poland, Czech
Republic, Romania, Latvia and Cyprus, and measure the extent to which internal trade exceeds international trade in a set up where controls for other economic determinants of commerce are considered.
Until now the issue of border effects has been investigated along different dimensions. First, evidence in the literature concentrated on borders between countries (McCallum, 1995; Wei, 1996; Nitch, 2000; Head and Mayer, 2000) . These papers show surprisingly large and time enduring border effects comparing intra-national and international exchanges of Canada, US and Europe.
McCallum (1995) found that trade flows between Canadian provinces were about 22 times as large as their trade with US states of the same size and distances. Several studies arrived at similar results looking at trade in North America, OECD and Europe
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.
Starting from Wolf (1997 Wolf ( , 2000 border effects have been investigated also at the intra-national level. Referring to the US, Wolf (1997 Wolf ( , 2000 finds intra-state trade excessive relative to inter-state trade, such evidence suggesting a degree of market fragmentation also at the national level. Similar intra-national evidence for an EU country has been recently provided by Combes, Lafourcade and Mayer (2003) ; administrative borders in France have been shown to have a negative impact on trade.
F o r P e e r R e v i e w 3 Head and Mayer (2000) estimated the size of border effects in the European Union by using the gravity approach on sectoral data. The paper finds no correlation between non-tariff barriers and the border effect, and the authors conclude that the cause of the border effects lies in the bias of consumer preferences towards domestically produced goods. Differently find that for sectors grouped by the approach the EU adopted to removing technical barriers (old approach, mutual recognition, new approach and sectors where technical barriers are not important) border effects are significant for all groups of sectors except for those subject to mutual recognition. If border effects are high for sectors where technical barriers are not important other factors than policy-induced barriers play an important role in creating them.
More recently Chen (2004) examines the border effects for a set of European countries for the year 1996 finding important differences in border effects between industries. Factors taken into account which contribute to explain border effects include the transportability of products, 'multilateral trade resistance 4 , information costs 5 , spatial clustering, and technical and non-tariff barriers to trade.
Technical barriers to trade and product-specific information costs increase border effects, while on the other hand non-tariff barriers are not significant. This paper does not aim to address directly the issue of defining the elements that contribute to create a border but instead looks at the impact of technical barriers on border effects. With the exception of Chen (2004) other empirical works have not been able to confirm that technical barriers to trade increase border effects. Furthermore Chen (2004) covered only one year, thus the analysis was not able to evaluate if the importance of technical barriers to trade for border effects has changed over time. By looking at Eastern European countries our estimates on border effects can provide novel insights on the importance and magnitude of border effects and the role of technical barriers to trade. We evaluate whether market fragmentation and technical barriers to trade in the CEECs area, particularly when referring to imports from EU countries, is more relevant than existing evidence for trade within the EU 15. Furthermore, by using a panel data we can assess if border effects changed over time.
As in we consider this issue in the context of the impact of regulatory policies on international trade flows. We look at the extent of border effects for sectors 4 Anderson and Wincoop (2003) argue that bilateral trade is not only influenced by bilateral trade barriers but also by the average trade barriers that both partners face with all their trading partners, which they call 'multilateral trade resistance '. Chen (2004) instead of constructing the multilateral resistance terms included country fixed-effects . 5 Information costs captured partly by average firm size calculated for each sector and by using three dummies for industries according to whether search costs are assumed to be either lower or higher. grouped according to the approach adopted by the EU to remove technical barriers to intra-EU trade. The gravity model is applied to data that identifies separately sectors subject to the different approaches to the removal of technical barriers in the EU. Furthermore in order to avoid the possibility of inflated border effects due to the mismeasurement of distances, information at the regional level both for CEECs and EU countries has been used in order to construct a weighted measure of distance both for between-countries and internal distances.
The paper proceeds as follows. The next section reviews the data used for the analysis. We then discuss technical barriers to trade (section 3) and the issue of distance measurement (section 4).
Section 5 discusses the basic model and the econometric issues raised by estimating gravity equations. We then discuss the results of the basic model in section 6. In section 7 sectoral and over time border effects are examined. Conclusions follow in the final section.
The Data
Our data set consists of trade flows for the period 1992-1998 between a sample of accession countries (Cyprus, Bulgaria, Hungary, Latvia, and Poland) and EU countries and other accession countries. To measure internal trade we use the approach proposed by Wei (1996) who showed how the gravity equation could be used to estimate border effects when data on trade flows by sub-national units are not available. The idea is that internal trade can be represented by the value of production minus exports to other countries. The coefficient of a dummy taking the value of 1 for the observations related to internal trade can then be interpreted as the border effect.
GDP data is obtained from the World Development Indicators database. Constant GDP values were used where the data were in thousands of US dollars. Distance data was obtained from the New
Cronos database of Eurostat.
Technical Barriers to Trade and the EU Instruments to their Removal
Technical barriers to trade result from differences in product requirements and in the approval and control procedures (testing, certification, etc.) for evaluating compliance with such requirements between countries. These differences in national technical regulations and standards can have important adverse effects on the bilateral trade flows, by increasing costs, distorting production processes and discouraging business co-operation. On the other hand, the full harmonisation of all product-related technical regulations can result in slow and ineffective procedures. In the EU before the '80s harmonisation of all product categories was achieved by the so-called 'old approach', where harmonization was very technical requiring in-depth consultations. Moreover, the adoption of the old approach directives required unanimity in the Council of Ministers. These long delays resulted in ineffectiveness since national regulations were produced at a much faster rate than the production of harmonised EU directives (Pelkmans, 1987) . Nevertheless, a number of old approach directives still remain in force covering a wide range of product groups such as pharmaceuticals, foodstuffs and motor vehicles.
In order to minimise technical barriers to trade in the EU and to reduce the costly procedure of product by product, or component by component, harmonisation of technical regulations, the EU initiated a 'new approach' in the 1980s which combines both harmonisation of different regulations and mutual recognition. Harmonization under the new approach is required when for similar products the different national regulations differ significantly and Mutual Recognition cannot be achieved. One of the key elements which allow harmonization under the new approach to be more effective than the old approach is that the directives can be adopted by majority voting.
Furthermore, only essential requirements are indicated for the producers or service providers, thus giving greater flexibility. 1  2  3  4  5  6  7  8  9  10  11  12  13  14  15  16  17  18  19  20  21  22  23  24  25  26  27  28  29  30  31  32  33  34  35  36  37  38  39  40  41  42  43  44  45  46  47  48  49  50  51  52  53  54  55  56  57  58  59  60   F  o  r  P  e  e  r  R  e  v  i  e  w   6 The principle of mutual recognition was applied in cases where the harmonisation of regulations and standards is not considered essential from either a health/safety or an industrial point of view. It means that, in any sectors which have not been subject to harmonisation measures, or which are covered by minimal or optional harmonisation measures, every country is obliged to accept into its territory products which are legally produced and marketed in another country. In other words, a producer or service provider who has fulfilled the requirements of his country of origin can sell his products or provide his services in the partner country. However, it often requires accreditation of testing and certification of bodies, and a mutual recognition arrangement between bodies, because countries often regulate risks in slightly different ways for the same product (Brenton, Sheehy, Vancauteren, 2001 ).
As part of the pre-accession strategy a special type of mutual recognition agreement (Protocols to the Europe Agreement on Conformity assessment and Acceptance of industrial products (PECAs))
was recently concluded with several accession countries. According to these agreements mutual recognition operates on the basis of the acquis communautaire. PECAs treat all mandatory approval procedures in the sectors that they cover. They are made up of a framework establishing general principles and procedures for the mutual recognition of results of conformity assessment and mutual acceptance of industrial products. The EU expects the applicant countries to apply the transposition of harmonised European product legislation at the latest by the date of accession. The application of the complex EU legislation on goods requires reform of both product legislation and administrative traditions based on national preferences and controls. Thus it requires a transitional period for the accession countries to be able to transpose the legislation. Several countries had applied the acquis communautaire in the field by 1999, while some other countries are still working on the transposition of EU regulations. One should note though that our data covers the period 1992-1998 when mutual recognition agreements were not yet implemented we expect that most of the countries have started to align their approach to products already before the mutual recognition agreements.
To measure the importance of technical barriers to trade we group the products into three broad categories according to the approach applied by the EU. We follow the sectoral information provided by the study undertaken for the European Commission (European Commission, 1998) which identifies the industries affected by technical barriers to trade.
The first group includes products for which harmonization under the old approach applies. The second group consists of products for which the new approach applies either in the form of Mutual [ Figure 1 here]
The Issue of Distance Measurement
An issue linked to understanding the nature of border effect is how to provide estimates robust to controls for other elements giving an economic meaning to borders between states. Exchanges between economic actors are normally found to cost more if they cross any kind of administrative borders. Accounting for the difference in the costs involved in moving products within a country or between countries is therefore a crucial point. 8 Due to the conversion from ISIC to NACE70 there were few ISIC product categories for which according to NACE codes new approach and also no specific approach applied. These were also grouped in the 'new approach' category, the group which consists of products with least technical barriers, since when no approach applies for a product implies that there are no important technical barriers. 9 Products under the mixed approach could not be separated into the old and new approach, partly due to the conversion from ISIC to NACE70 and partly because for certain products both approaches apply. The gravity approach to modelling exchanges between economic actors contains the idea that space involves costs, other things being equal. Such costs are captured by geographical (distance) variables. This requires the measurement of the distance between a country and its trade partners and, importantly, the measurement of internal distances 10 . The accuracy of such measures has been shown to be crucial in finding border effects which are not illusory (Head and Mayer, 2002) . If internal distances are overestimated with respect to international distances border effects will be inflated, since the 'true' smaller distance would account for the 'excess' in within country exchanges. Measuring internal and international distances so as to minimise any source of bias therefore becomes a fundamental step.
Since the estimation of border effects depends first of all on the relative magnitudes of external and internal distances, it is very important to obtain measures of internal distances that preserve the true ratio between intra-and international distances. Thus we use the same method to calculate both internal and between country distances. International and intra-national distances are computed from the weighted averages of the geographic distances between the major cities of each region using regional GDP weights, allowing to emphasize the regions which should be more involved in trade. This methodology of distance measurement was used by Head and Mayer (2000) and Chen (2004) . To test the robustness of distance measurement Chen (2004) used two other measure of distance used in the literature; the first method takes a quarter of the distance to the economic centre of the nearest trading partner, and the second uses the radius of a circle (whose area is the area of the country). Comparing the results on the magnitude of the border effects using the three different measures of distance Chen (2004) concludes that using the distance measurement proposed by Head and Mayer (2000) results in the smallest border effect coefficient, however the ranking for the magnitude of border effects for the different products remains the same.
In our empirical analysis we use two different types of distance measurement. The first measurement is similar to the distance measurement used by Chen (2004) , Head and Mayer (2000) .
The second follows the approach proposed by Head and Mayer (2002) . The authors pointed out the need for a constant elasticity of substitution aggregation of internal distances between districts, so that a measure of effective distance is obtained.
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Defining i and j as two states with k and l districts within the states respectively, whose total income (GDP) is defined by the y variables, the formula that satisfies the definition of effective distance between countries i and j (dij) is:
10 For internal distance it is meant the distance a country from itself (Head and Mayer, 2002) 11 Defining state the smallest unit for which trade data are available and districts the smallest unit for which geographic information is available, effective distance between two states is defined as the solution of an equation summing trade between all the districts as a function of district-to-district distances. See Head and Mayer (2001) The first sum refers to the share of each region k in country i's GDP and the second refers to the share of region l in country j's GDP. The same formula is applied when calculating internal distances (i=j). When = 1, this formula is a generalisation of the standard formula used to calculate the average distance (as in Mayer, 2000, and Chen, 2004) . Several gravity exercises have shown the value of to be around -1. Accepting such an assumption the harmonic mean will be defined.
Along with the argument of using a measure for consistent with results from the gravity literature, there is a potential case for inflated border effects from using the arithmetic mean. Whenever different, the harmonic mean is less than the arithmetic mean. If the difference in the two measures is in absolute terms higher for internal distances, illusory border effects may be due simply to the use of an aggregation formula (the arithmetic mean) which overestimates more the internal distances than the international ones 12 (see further details about the methodology used for distance measurement in the Appendix ).
Empirical methodology
To estimate border effects we use the gravity equation which is the most successful empirical model of trade volumes. We augment the standard gravity equation with some of the more recent theoretical developments related to that technique Wincoop, 2003, Rose and Wincoop, 2001) . Although gravity models have been long criticized because it lacked theoretical foundations, it gained firm microfoundations long ago (Anderson 1979) . Further theoretical refinements have been developed since in support of the gravity model (Bergstrand 1985 (Bergstrand , 1989 Deardorff 1995; Anderson and van Wincoop 2003; Eaton and Kortum 2001 (2) 12 In other words, it is not the difference between the two aggregation schemes that matters. It's the bias in the relative measure of distance (international versus internal) imposed by using one or the other which is crucial in raising illusory border effects. (2) are expressed as logarithm. X ijkt is the value of imports by country i from country j in year t and product k. It also includes home trade when j=i which is calculated as the difference between exports and production. GDP it/jt is the level of income in country i/j in period t. D ij is the distance between the trading centres of the two regions (see further details in section 2.4).
A ij indicates adjacency between country i and j, and takes the value of one if i and j have common borders and zero otherwise 13 . EU, CEFTA, and FTA are dummy variables indicating if both partner and reporting countries are members of the Europe Agreements, CEFTA or other free trade agreement. In all cases we choose the date of entering into force of the agreement instead of the signing date.
The key parameters in our regression are L9, L10 and L11, the coefficients of the home dummy variables. OA, NA, and MA are the dummy variables for border effects in old approach, new approach and mixed approach products respectively, which are equal to one for domestic trade Xii and to zero for international trade Xij in the different product categories. A positive coefficient suggests a preference for trading within the country rather than with other countries. The antilog of the coefficients measures the size of the border effect for the different product categories.
The structure of demand, and thus the structure of imports will change as the level of income changes. One might expect that as income increases, the share of most manufacturing goods will, at some income level, start to decline (Vancauteren, 2004) . In order to relax the assumption of constant own income elasticity embodied in the gravity equation which might be problematic at the disaggregated level we follow the approach proposed by Vancauteren (2004) . Thus we include GDPCit in the estimated equation which relaxes the assumption of constant own income elasticity.
The variable is the logarithm of current per capita income for country i in year t (
with respect to the average per capita GDP of the reporting countries in 1995 ( 0 GDP ) multiplied by the log of the GDP for the given year:
13 Adjacency dummies in the gravity equations tend to be highly significant. This can be partly due to the fact that neighbouring countries can be expected to have an additional stimulus to trade because of similarity of tastes, an awareness of common interests, some personal and business linkages especially when the border regions are highly populated or when in the past the border was somewhere else (for example in the case of some Central and Eastern European countries. Aitken (1973) also argues that neighbouring countries are likely to experience significant additional amounts of international trade in mainly locally traded goods, especially where border regions are densely populated, as in much of Europe. Therefore we include a dummy for countries which share common borders and we expect to obtain positive coefficients. Anderson and Wincoop (2003) argue that bilateral trade flows depend on the destination and origin price levels which are related to the existence of trade barriers ("multilateral resistance"). They propose a method which consistently and efficiently estimates gravity equations by including reporting and partner country fixed effects. To avoid inflated border effects and inconsistent results we control for price effects in both of the destination and origin markets (and for other regional specificities which would be omitted) by including origin and destination fixed effects interacted with industry dummies.
14 What plays a crucial role for estimating non-biased gravity parameters are proper controls for the heterogeneity in trade flows across countries and controls for business cycle effects (Mátyás, 1997 , 1998 , Blanchard and Mátyás 1998 ). Panel data analysis allows such controls to be implemented.
Business cycle effects other than those reflected by changes in the GDP can be controlled as time fixed effects, i.e., treated as time dummies and estimated. Therefore we also include time fixed effects in all estimations.
Another econometric issue arises since our dependent variable is censored around zero. Around 34% of our observations are characterised by zero values. If we would drop observations with zero values we would loose information on why no trade occurred in certain cases. We follow the approach used by Eichengreen and Irwin (1993) and transform the dependent variable to ln(1+ X ij ).
We estimate the model with tobit specifications to correct the OLS bias from censoring.
If nonnormality is present it can result in inconsistent estimates when tobit is used. Thus we undertook some sensitivity analysis and estimate the same model with OLS and with Powell's (1984) Censored Least Absolute Deviations (CLAD) estimator. CLAD estimator permits nonnormal, heteroscedastic and asymmetric errors. CLAD is a semiparametric approach which uses the method of least absolute deviations to obtain regression coefficient estimates by minimizing the sum of absolute residuals. It is a generalization of the sample median to the regression context just as least squares is a generalization of the sample mean to the linear model (Chay and Powell, 2001 ). (1) and (3) use distance measures calculated with the "average" methodology, in equation (2) and (4) we use the harmonic distances. All home dummies are smaller when the latter approach is used which are in line with the results and propositions of Head and Mayer (2002) . On the other hand, border effect dummies are higher when industry specific dummies are included. However, the ranking on the magnitude of the border effects between the different product categories remain the same through the four different specifications.
Econometric Results

Least Dummy Variable Model Estimator
[ Table 1 here]
The dummies capturing border effects are significant and high for all three categories. Across all equations old approach products display the highest border effects. The coefficient for new approach products is the smallest, while for mixed approach products the border effect is in between the two other categories' coefficient (which is in line what one would expect since the mixed approach contains products for which both old and new approach apply). We tested if the coefficients between the different categories are significantly different and found that for equation (1) and (2) all the coefficients are significantly different from each other. On the other hand, for equation (3) and (4) When measuring distance with the harmonic method we find the home coefficient to be equal to 6.06 in old approach (and 7.17 when partner and reporting specific industry dummies are included), while being 4.26 for new approach products. The coefficients are somewhat higher than those measured by for EU countries, who found that in new approach products (excluding mutual recognition products) in 1994 the home coefficient was 4.81, in mutual recognition products it was 2.4 and for old approach products the coefficient was 5.32
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. Although these coefficients are smaller than what we found, the reporting countries in our sample are likely to 15 For the year 1997 they found slightly smaller border effects for both old and new approach products, while for mutual recognition products the border effects were not significant. Distance takes the expected sign for all different specifications and is significant in all cases.
Imports elasticity to distance ranges between 1.8 and 2.2 through the different specifications which is close to the one found by Chen (2004) who found the coefficient of distance to be around 1.7, although it is somewhat larger than the magnitude found by most other studies (for example Wei (1996) found a coefficient equal to 1.39, Head and Mayer (2000) found the coefficient to be around unity). Theory however shows that the elasticity of trade with respect to distance is given by the elasticity of substitution between products times the elasticity of trade costs with respect to distance (Anderson and van Wincoop, 2003) . Therefore assessing whether the coefficient is too large or too small is not possible without knowing the values of the two factors (Chen, 2004) .
Adjacency is always significant and positive implying that the reporting countries in our sample trade more with neighbouring countries than with countries with similar characteristics which are not geographical situated next to them.
The dummy which stands for the Europe Agreement is significant and positive implying that the implementation of the Europe Agreements had a positive impact on accession countries' bilateral trade flows during the period 1992-1998. These agreements helped to reduce border effects between EU partner countries and signatories of the Europe Agreements. This implies that the Europe Agreements substantially mitigated border effects for trade with partner countries, although border effects still remain to be important. The coefficient of CEFTA, the variable measuring the effects of the Central Eastern European Free Trade Agreement, is significant and takes a negative sign. This indicates that the reporting countries in our sample trade more with the EU than with other countries in the region and that the CEFTA did not deliver increased trade between its members.
Sensitivity analysis
Tobit estimates are very sensitive to the nonnormality distribution and heteroscedasticity structure of the residuals. Our diagnostic tests indicated potential problems of nonnormality, therefore we rerun the same model using OLS techniques and Censored Least Absolute Deviations (CLAD)
estimator. The validity of tobit requires correct specification of the error distribution where departures from the standard assumptions, in particular normality, imposes a strong trade-off in terms of consistency (Johnston and di Nardo, 1997) . On the other hand, semi-parametric procedures lessen the dependence on a particular distribution of the residuals and the requirement of no We therefore use both OLS techniques and apply the procedure presented in Chay and Powell (2001) to check the robustness of our tobit results.
We estimated the four different equations used for the tobit estimation, presented in table 1, using OLS techniques and CLAD.
17 Table 2 shows the main results of this sensitivity test. The results of the OLS estimations are very similar to those found using the tobit estimator. The home bias effect is again the highest for old approach and lowest for new approach products; mixed approach products are, as expected, between the two other categories through all the different specifications.
For all different specification the difference between the coefficients of the three product categories is found to be significant. The coefficient of the distance is smaller than those found using tobit.
Furthermore, the coefficient of CEFTA became insignificant.
CLAD estimates in Table 2 also confirm the conclusions from the tobit and OLS analysis with respect to the importance of technical barriers to trade. The difference in border effects across products grouped according to the importance of technical barriers to trade is similar to the results found previously; border effects are the largest for old approach, while smallest for new approach products. The coefficients of border effects are, however, smaller than those found by tobit and OLS estimation. On the other hand the coefficients of distance are higher than those found by OLS and tobit methods. Similarly to tobit estimates the coefficient of the dummy variable indicating if the two trading partners are members of the CEFTA is found to be significant and negative.
[ Table 2 here]
Estimation of sectoral and over time specific border effects
We move first to estimate industry specific border effects. Then we look at the importance of border effects over time and test if there was any significant reduction (or increase) in the magnitude of border effects for the different product categories.
Estimating equation for industry specific border effects
We estimate the following gravity equation: 16 As reported in Chay and Powell (2001) for censored panel data with fixed effects, maximum likelihood estimation methods will generally be inconsistent even when the parametric form of the conditional errors distribution is correctly specified. 17 Due to difficulties in achieving convergence, equations including partner and reporting country industry specific fixed effects could not be estimated with the CLAD procedure. Table 3 shows the border effects for different industries. The importance of border effects is high for almost all industries, however there is a wide variation in its magnitude between different industries. Furthermore, while some differences are present between the coefficients under the two specifications, there are also some important similarities. Under both specifications, wearing apparel, footwear, textiles are among the sectors with the lowest border effects. On the other hand petroleum refineries, beverages and tobacco are products with high magnitude of border effects.
Results of the estimation looking at industry specific border effects
Furthermore, when country specific dummies are interacted with industry specific dummies, large border effects occur in coal, wood, and pottery products.
These results are in line with other empirical work examining industry specific border effects which also found that food products tend to have the highest border effect. Sousa and Disdier (2002) found the a border effect of 378 (exponential of the coefficient) for food products in the trade flows of CEFTA countries, the second highest border effect was found for printing and publishing with a magnitude of 221, while the lowest was found for textiles with a magnitude of 4. Head and Mayer (2000) also find high border effects for food products, beverages, oil refineries, and rather low coefficients for textile products.
[ Table 3 here]
Estimating equation for the evolution of border effects over time
The following gravity equation is estimated to measure changes in border effects over time: Table 4 presents the developments of border effects in the three different categories over time. We tested if there is a significant change in the importance of border effects for the different product categories during the period. We found that for all four specifications the null hypothesis that the coefficients of old approach border effects for the different years are equal cannot be rejected.
Results of estimation looking at border effects over time
However, for new approach products and mixed approach products we find that the coefficients are significantly different over the sample. Border effects in these two categories increased until 1995, while after 1995 there was a small decline in the magnitude of border effects. Furthermore, border effects were the highest for old approach products and the lowest for new approach products reinforcing our findings that higher border effects are present for products with higher technical barriers to trade.
[ Table 4 here]
Sensitivity analysis
In order to check the robustness of the results obtained by using tobit estimation techniques for product specific and over time border effects we rerun the regressions using OLS and CLAD. Table   5 The results of tobit and OLS estimations are more reliable for this product than the CLAD results, since the standard error of this coefficient is rather high using the CLAD estimator (the standard error for this variable is 1.74 while for most of other variables it is below 0.5).
[ Table 5 here] OLS and CLAD estimation results for the evolution of border effects over time are presented in table 6. We tested if the coefficients within the three product categories significantly differ over time. We found both for OLS and CLAD estimates, similarly to the tobit results, that for all different specifications the border effect is not significantly different across the different years for the old approach product. On the other hand, for new approach products and mixed approach products coefficients are significantly different over the sample. The magnitude of border effects in these product categories was declining towards the second half of the period. Furthermore, for each year border effects were the highest for old approach products and the lowest for new approach products reinforcing our findings that higher border effects are present for products with higher technical barriers to trade. These results are similar to those found with tobit estimations and indicate that as trade integration increased between the reporting countries and EU countries border effects declined in sectors where technical regulations are less restrictive. This might occurred partly because harmonisation, standards, testing and conformity assessment have been gradually aligned in these countries towards those of the EU.
Conclusions
In this chapter we have looked at the issue of border effects by investigating imports of 5 accession countries differing in size and other characteristics (Hungary, Poland, Romania, Latvia and Cyprus).
The chapter examined whether border effects are related to technical barriers to trade. We grouped products into different categories, according to the approach applied by the EU to remove technical barriers to trade which provided us with a proxy for the magnitude of technical barriers by products.
To avoid inflated border effects a weighted measure of distance was used both for cross-countries and internal distances.
All accession countries included in our estimation trade with themselves more than with other countries in manufacturing products, and the home bias is higher than in the case of EU countries.
We grouped products into three categories; old approach, new approach (including mutual recognition, new approach), and mixed approach (which includes products where old approach and another approach is applicable). Our results suggest that the border effects are the largest for old approach products, where we expect to have the most important technical barriers due to complicated harmonization procedures. The 'new approach' category has the smallest border effects, while the 'mixed approach' products are in between the two previous categories. Border effects are somewhat mitigated for EU partner countries, but not for other accession countries. This might be also the result of the foreign direct investment by EU firms in accession countries which was significant during this period in sectors where technical barriers to trade were important. Much of this investment probably led to production consistent with EU standards ).
The magnitude of the estimated border effects seems to be too large to be consistent only with the presence of trade barriers. In this chapter we did not aim to explain fully what causes this high estimate for border effects, rather we tried to see whether we could observe some difference in the Thus what we could conclude from our results is that there are larger and more persistent border effects for sectors where technical regulations constitute major barriers to trade. However, border effects, although to a lesser extent, are also significant for products where technical regulations are less cumbersome. Interestingly this result is different from findings of , who found higher levels of border effects for sectors where technical regulations did not constitute major barriers to trade. These different results might indicate that in the EU's imports to the CEECs technical barriers matter more than in the intra-EU trade, where there are other, more important factors contributing to the border effects. Furthermore, the presence of border effects in sectors where technical regulations are less important can also be explained by other factors, such as rules of origin, spatial distribution of production, the presence of social and business networks, consumer or firm preferences and for our estimation also by tariffs.
Although tariffs were gradually dismantled during the period, we did not find a significant reduction of border effects over time for the old approach product. On the other hand, for new approach products and mixed approach products the magnitude of border effects was declining towards the second half of the period. Furthermore, for each year border effects were the highest for old approach products and the lowest for new approach products reinforcing our findings that higher border effects are present for products with higher technical barriers to trade.
Our results suggest that the estimated level of border effects is partly due to policy-related constraints, thus there is an important role for policy makers to remove these barriers. The level of trade of accession countries is substantially lower than what would arise in the absence of border effects, which is much more pronounced in trade with other accession countries than in the trade of accession countries with the EU. Certainly the border effects are present not only due to policy related constraint, but the larger border effects for products with higher technical barriers to trade suggests that an important part of the border effects in the case of the accession countries could be eliminated by removal of such barriers. Time fixed effects are included for all equations. Country fixed effects indicate that country specific dummies are included for both reporting and partner country. 'Industry by country fixed effects' indicate that origin and destination fixed-effects interacted with industry dummies are included; Absolute value of z statistics in parentheses, * significant at 10%; ** significant at 5%; *** significant at 1%; OA stands for old approach products, NA for new approach and MA for mixed approach products. We have used information at the regional level so as to construct a weighted measure of distance both for between-countries and internal distances. In formula (1) we have used regional GDP shares as weights. The use of a weighted measure has the main advantage of an integrated methodology for calculating both international and intra-national distances.
Relying on Mayer (2000 and we have extended the calculation of average and effective distances (international and internal) to 6 reporting CEECs countries (Cyprus, Bulgaria, Czech Republic, Hungary, Latvia and Poland). Both arithmetic and harmonic means have been calculated in order to check for differences in results from using an aggregation formula coherent with evidence on the distance variable from previous gravity exercises. International and internal distance calculations are presented in Table 1 . As shown in the last rows the arithmetic mean is always bigger than the harmonic one. There is a potential for 18 Finland and Sweden have been considered as a country concentrated in one region whose main cities are Helsinki and Stockholm. Data on GDP provide sufficient evidence main activities are concentrated in that region. NUTS2 regions have been used for Portugal and Ireland. Also Cyprus has been considered as one region which includes only the Greek part, since data on the Turkish part of the island were not found.
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